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OATH OR AFFIRMATION

I, Michael L. Krick , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Todd Securities, L,L.C.,

, @8
of December 31 , 2006 , are true and correct. [ further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

Signature

President / Manager

Title

Aoroh W%ow(@r;&io w comist s L/11/2011
Notary-Public

This report ** contains (check all applicable boxes):
Xl (a) Facing Page.

[xI (b) Statement of Financial Condition.

(xl (c) Statement of Income (Loss).

x] (d) Statement of Changes in Financial Condition.

X1 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

&l (g) Computation of Net Capital.
a
0
(N
O
&
O.
O

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation,

{m) A copy of the SIPC Supplemental Report.

(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.1 7a-5fe)(3).
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Grant Thornton %

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Member of
Todd Secuntes, L.1.C.;

We have audited the accompanying statement of financial condition of Todd Securities, L.L.C. (a North
Carolina limited liability company) (the Company) as of December 31, 2006, and the related statements of
income, changes in member’s equity and cash flows for the year then ended that you are filing pursuant to

Rule 17a-5 under the Securities Exchange Act of 1934, These financial statements are the responsibility of the
Company’s management. Qur responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
as established by the American Institute of Certified Public Accountants. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accountng principles used and sigmficant estmates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Todd Securities, L.L.C. as of December 31, 2006, and the results of its operations and its cash flows
for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The informaton contained in Schedule I is presented for purposes of additional analysis and is not a
required part of the basic financial statements, but is supplementary information required by Rule 17a-5 of the
Securites Exchange Act of 1934, Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements raken as a whole.

300 North Greene Street
Suite 800

Greensbore, NC 27401

T 336.271.3900

F 336.271.391¢

W www.grantthornton.com

Grant Thornton LLP
US member of Grant Thornton International



Grant Thornton &

As stated in Note A, the Company was converted into a limited liability company on November 17, 2006.
Accordingly, the Company s now treated as a pass-through entity for federal and state income tax purposes.
During 2006, the Company also modified its business activities and converted its business, operations and status
to that of an “override” broker-dealer and on November 22, 2006, Todd Consulting, Inc. (the Parent) assigned
and transferred to the Company all right, title and interest in cotnmissions earned on new and existing life
insurance policies. The Company’s revenues from this date forward will be derived from insurance product sales
by the independent producers of the Parent and will reflect all gross commissions earned by the Parent and not
just the net 4% commissions previously earned by the Company. Effective November 17, 2006, the Company
also entered into a new Support Services, Space Sharing and Expense Agreement identifying the terms and
conditions by which the Parent will provide to the Company support services, support personnel office space and
assistance necessary to operate the Company. Pursuant to this agreement, the Parent agreed that it will not
apportion or charge back to the Company any covered expenses at the end of any fiscal year or at any time, nor
will it seek reimbursement from the Company of any covered expenses.

Hod Thndon IL7

Charlotte, North Carolina
February 28, 2007




Todd Securities, L.L.C.

Statement of Financial Condition

December 31, 2006
Assets
Cash and cash equivalents $181,476
Commissions receivable 191,780
Receivable from Todd Consulting, Inc. 61,290
Prepaid expenses and other assets 20,699
Liabilities and Member's Equity
Commissions payable $ 32,803
Pavable to Todd Consulting, Inc. 29,502
Income taxes payable (Note D) 9,455
71,850
Commitments and contingencies (Note E)
Member’s equity {Note A) 383,395
$:455,245

The accompanving notes are an integral part of this financial statement.
Page 3
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Todd Securities, L.L.C.

Statement of Income
For the Year Ended December 31, 2006

Revenue from variable insurance product commissions $3,149,725
Operating expenses:

Commissions 2,755,345

General and administrative {(Note F) 100,049

2,855,394

Income before income taxes 204 331

2,891

Provision for income taxes (Note D)

Net income £ 291 440

The accompanying notes are an integral part of this financial statement.
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Todd Securities, L.L.C.

Statement of Changes in Member’s Equity
For the Year Ended December 31, 2006

Balance, December 31, 2005
Capital contrdbution
Conversion to limited liability corporadon
Net income

Balance, December 31, 2006

Total
Common Retained Member's
Stock  Capital Eamings  Equity
$10000 § 0 $ 76955 § 86955
0 5,000 0 5,000
(10,000) 10,000 0 0
0 0 291440 291,440
$ 0 $15000 $368,395  $383,395

The accompanying notes are an integral part of this financial statemnent.
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Todd Securities, L.L.C.

Statement of Cash Flows
For the Year Ended December 31, 20006

Cash flows from operating activities:

Net income 291 440
Adjustments to reconcile net income to net cash provided by operating activities:

Deferred income tax provision (benefit) (2.880)

Changes in:

Commissions receivable (184,907)

Recetvables from Todd Consulung, Inc. (21,1806)

Prepaid expenses and other assets (2,499)

Payvables to Todd Consuliing, Inc. {997

Commissions payvable {38,512)

Income taxes payabie 4,291

Net cash provided by operating acuivities 44,750

Cash flows from financing activities — Capital contribution 5,000

Net increase it cash and cash equivalents 49,750

Cash and cash cquivalents, beginning of year 131,726

Cash and cash equivalents, end of year $181.476

‘Ihe accompanying notes are an integral part of this financial statement.

Page 6




Todd Securities, L.L.C.

Notes to Financial Statements
December 31, 2006

Note A - Organization and Summary of Significant Accounting Policies

Organization and Nature of Operations

Todd Securities, 1..1..C. (the Company}, a North Carolina limited Lability company, is a broker-dealer that
transacts variable life insurance business (including murual funds and wrap fee products) for Todd Consultng,
Inc. The Company is a wholly owned subsidiary of T'odd Consulting, Inc. (the Parent) which is its sole member.
The Company has elected to be registered as a broker-dealer and, thus, is subject to various rules and regulations
promulgated by the Secuntes and Exchange Commission (SEC) (see Note G). The Company was approved for
membership with the National Association of Securities Dealers (NASD) on January 17, 2002. Accordingly, the
accompanying financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America as applicable to brokers and dealers in securities.

The Company was mcorporated in July 2001 and began processing transactions in July 2002. The initial capital of
$10,000 to fund the Company was obtained from The Todd Organization of the Carolinas, LILC and
subsequently from the Parent (see Note B). The Parent also paid $80,500 of start-up costs (consulting fees,
registration fees, license fees, salaries, etc.) related to the formation of the Company. These costs were not to be
reimbursed by the Company and, as such, were not recorded in the financial statements of the Company.

On November 17, 2006, the Parent converted the Company into a limited liability company. No change in
business operattons resulted from the conversion and there was no change in ownership. Pursuant to the plan of
conversion, the outstanding shares of common stock of Todd Secunties, Inc. were converted into membership
interests in Todd Secuntes, 1L.1L.C.

Prior to November 17, 2006, the Company operated under a networking agreement with the Parent dated

June 24, 2002, whereby the Company provided compliance, regulatory and educational services specifically
designed for the sophisticated marketplace in which independent producers of the Parent operated. The
Company’s purpose was to enable the Parent’s producers, who are also registered representatives of the
Company, in marketing vardable insurance products to clients. The charge for the Company’s services was 4% of
commissions carned on the sale of variable insurance products offered by companies other than The
Northwestern Mutual Life Insurance Company (Northwestern Mutual). IZach registered representative of the
Company was also a registered representative of Northwestern Mutual Investment Services, 1.L.C (Northwestern
Mutual’s wholly owned broker-dealer (NMIS)). Producers affected all sales of Northwestern Mutual variable
insurance products as registered representatives of and through NMIS. The networking agreement also stated
that all commissions and other forms of revenue derived from the sale of registered products by the registered
representatives of the Company was to be paid to the Parent and then distributed to the Company based on the
percentage discussed above.
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Todd Securities, L.L.C.

Notes to Financial Statements
December 31, 2006

During 2006, the Company medified its business activities and converted its business, operations and status to
that of an “override” broker-dealer. As part of the conversion to an “override” broker-dealer, the Company
transferred all customer accounts to NMIS and terminated the securities registration of each parent producer
registered representative. Following the conversion, NMIS agreed to be solely responsible for carrying referred
customer accounts, maintaining the securities registration of each former registered representative of the
Company and is the broker-dealer of record on each sale of variable insurance products or other investment
products sold by registered representatives of NMIS who are also independent producers of the Parent. In
addition, the networking agreement was terminated on November 22, 2006, and the Parent assigned and
transferred to the Company all right, title and interest in commissions earned on new and existing life insurance
policies. Effective November 17, 2006, the Company also entered into a new Support Services, Space Sharing
and Expense Agreement identifying the terms and conditions by which the Parent will provide to the Company
suppott services, suppott personnel, office space and assistance necessary to operate the Company. Pursuant to
this agreement, the Parent agreed that it will not apportion or charge back to the Company any covered expenses
at the end of any fiscal year or at any other time, nor will it seek reimbursement from the Company of any
covered expenses (Note F}. Amounts receivable from or payable to the Parent under these agreements are
reflected in the accompanying financial statements.

Cash and Cash Equivalents

Short-term investments with original maturities of three months or less are considered cash equivalents.

Revenue Recognition

The Company derives revenues from variable insurance product commissions on new and existing life insurance
policies. First year commissions are recognized as revenuc in the amount due or paid by the carrier at the time a
policy application is substantially completed, the initial premium payment is paid and the insured party 1s
contractually comnuitted to purchase the insurance policy. Renewal commission revenue is recognized when the
premium ot commission 1s due or paid. The Company records the gross commissions received or receivable
related to these policies as variable insurance product commissions revenue and the commissions paid or payable
to other parties as commussions expense. Prior to November 22, 2006, the difference between these amounts
represents the net 4% commission earned by the Company. As of November 17, 2006, the Company had
transferred to NMIS all customer accounts and terminated the securitics registrations of its registered
representatives. On November 22, 2006, the Parent assigned and transferred to the Company all tight, title and
interest in commissions earned on new and existing life insurance policies. Accordingly, the Company’s revenues
from this date forward will be derived from insurance product sales by the independent producers of the Parent,
cach of whom is a registered representative of NMIS only, and will reflect all gross commissions earned by the
Parent and not just the net 4% of commissions previously earned by the Company.

Adpustments to revenue in subsequent periods duc to cancellations of life insurance policies arc infrequent and
minor, as the Company is notified in advance if a client chooses to surrender policies. Revenue associated with
policies to be surrendered is not recognized. Certain commission revenue is subject to chargeback, which means
that insurance companies retain the right to recover a portion or all of the commission paid in the event policies
prematurely terminate. The chargeback schedules differ by product and usually apply only to the first three vears
of commussions. The Company records a chargeback allowance when deemed necessary to provide for estimated
chargebacks or any other adjustments related to insurance policies currently in force.

Page 8




Todd Securities, L.L.C.

Notes to Financial Statements
December 31, 2006

Income Taxes

Provision for income taxes is based on pretax financial accounting income. Through November 2006, the
Company accounted for income taxes using the ltability method. Accordingly, deferred intcome taxes were
recognized for the expected future tax consequences or temporary differences between financial statement
carrying amounts and the tax basis of existng assets and liabilities using enacted tax rates expected to be in effect
when those amounts are realized.

As noted above, the Company was converted into a limited liability company en November 17, 2006.
Accordingly, from this date forward, the Company is treated as a pass-through entity for federal income tax
purposes. As a result, the Company is not subject to federal income tax but rather the liability for federal income
taxes from the taxable income generated by the Company is the obligation of the member of the Company. The
Company is treated similarly for state and local income tax purposes. Accordingly, no provision for domestic
income taxes has been recorded in the accompanying consolidated financial statements for December 2006.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts and
disclosures in the financial statements. Actual results could differ from those estimates.

Note B - Common Stock

Stock issued represents shares issued to The Todd Organization of the Carolinas, L1.C in exchange for $10,000 in
August 2001 to capitalize the Company. On June 24, 2002, the Parent purchased all of the outstanding shares of
the Company from The Todd Organization of the Carolinas, LLC for $10,000. In additon, the Parent
retmbursed The Todd Organization of the Carolinas, LL.C for $80,500 of start-up costs paid on behalf of the
Company (see Note A). On November 17, 2000, the Parent converted the Company into a limited liability
company and converted all of the outstanding shares of common stock into membership interest of the Company
(see Note A),

Note C - Retirement Plan
The Company participates in a retirement plan pursnant to Section 401(k) of the Internal Revenue Code. The

plan is sponsored by the Parent. Company contributions to the plan are discretionary and there were no such
contributions for the vear ended December 31, 2006.
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Todd Securities, L.L.C.

Notes to Financial Statements
December 31, 2006

Note D - Income Taxes

As described in Note A, the Company was converted into a limited liability company on November 17, 2006.
The provision (benefir) for income taxes consists of the following for the period prior to conversion:

Current $5,771
Deferred (2,880)
$2,891

The difference between the total proviston for income taxes and the amount computed by applying the statutory
federal mcome tax rate to the income before income taxes relates primarily to state income taxes.

The Parent files a consolidated federal tax return that includes the Company. For purposes of these financtal
statements, the Company has presented federal income taxes on the separate return method allowed under
Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes.” Accordingly, the federal
income taxes payable of $8,900 at December 31, 20006, 1s due to the Parent, which files the consolidated federal
income tax retumn.

Income tax pavmenis of $1,480 were made by the Company for the vear ended December 31, 2000.

Note E - Commitments and Contingencies

There is no pending or threatened litigation invelving the Company as of December 31, 2006. As discussed in
Note A, certain contingencies extst for the refund of commissions received on insurance products in the event
the underlying policy is terminated.

Note F - Administration and Services Agreement

On July 19, 2002, the Company and the Parent entered into an administration and services agreement which was
subsequently amended Septrember 30, 2004, On November 17, 20006, the Company and the Parent entered into a
new Support Services, Space Sharing and Expense Agreement to reflect the Company modifyving its business
activities and converting irs business operations and status to that of an “override” broker-dealer (sce Note A).
Under both agreements, the Parent provides certain facilities, services, personnel and assistance to the Company,
including, but not be limited to, the following:

+  Perform all bookkeeping and accounung functions in accordance with accounting prnciples generally
accepted in the United States of America

«  Establish and maintain all records required by law
+  Furnish all stanonary, forms and supplics

+  Provide all necessary clerical and professional staff to perform the above activities in accordance with the
standards set forth in the agreement
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Todd Securities, L.L.C.

Notes to Financial Statements
December 31, 2006

»  Provide all computer hardware and software capabilities and facilities to expeditiously and efficiently
carry out the services to be performed

+  Provide office space, furniture, fixtures, equipment and supplies
+  Prepare all reports required by governmental, regulatory and supervisory authorities
«  Bill and collect all premiums

«  Develop and matntain manuals for all of the Company’s internal operations, including, but not limited to,
accounting records

The fees charged for these services are intended by the partics to be reasonable in relation to the services
provided and are determined on a quartetly basis. However, under the administration and services agreement, no
charges or fees were due or payable until or unless the Company would have sufficient income to pay such
charges or fees without violating SEC Rules 17a-11 or 15¢3-1. Moreover, and not withstanding any other
provisions or conditions of the agreement, to the extent any such charges or fees became duc or payable in
contravention of SEC Rules 17a-11 or 15¢3-1, then such obligation of the Company to pay fees or charges would
have been solely at the discretion of the Company and would not have been deemed a contractual liability of the
Company. During 2006, the Company recognized $58,80% of operating expenses for fees incurred under this
agreement. In September 20006, the Parent forgave payment for $5,000 of the $58,809, which has been treated as
a capital contribution in the accompanying financial statements.

Pursuant to the new Support Services, Space Sharing and Expense Agreement ceffective November 17, 2006, the
Parent agreed that it will not apportion or charge back to the Company any covered expenses at the end of any
fiscal year or at any other time, nor will it seck retmbursement from the Company of any covered expenses. The
Company will preserve a separate record of each covered expense in compliance with SEC Rules 17a-3 and 17a-4
adopted under the Securities Exchange Act of 1934,

Note G - Securities and Exchange Commission Matters

Net Capital Requirements

The Company 1s subject to the SEC’s Uniform Net Capital Rule 15¢3-1, which requires the maintenance of
mintmum net capital. as defined, which shall be the greater of $5,000 or 6-2/3% of aggrepate indebtedness. The
Company had net capital of $208,857 at December 31, 2006, which was $203,857 in excess of its minimurn net
capital requiremnent of $3,000 ar December 31, 2006.

Reserve Requirements

‘The Company does not carry customer accounts. As such, it is exempt from SEC Rule 15¢3-3, pursuant to
Secnon k(2)(1) of that rule.
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Schedule I
Page 1
Computation of Net Capital Supporting Schedule

2 =

=

oW

10.

Financial and Operational Combined Uniform Single Report
Part I11

Broker or Dealer — Todd Securities, L.L.C. as of December 31, 2006

Computation of Net Capital

Total ownership equity from Statement of Financial Condition...............oee $383,395
Deduct ownership equity not allowable for Net Capital. ... 0
Total ownership equity qualified for Net Capital............oooo 383,395
Add:

A Liabilities subordinated to claims of general creditors allowable in computation of net
capital (notes payable to former stockholder). ...
B. Other (deductions) or allowable credits. ...
Total capital and ailowable subordinated habilittes. ... 383,395

Deductions and/or charges:
A. Total nonallowable assets from Statement of Financial Condition (Page 3) (174,538)
B. Secured demand note deficiency. ...

C. Commodity futures contracts and spot commodities — Proprictary capital
charges

D. Other deductons and/or charges.................. (174,538)

Other additions and/or allowable credits. ..o
Net capital before haircuts on securities positions. ... 208,857

Haircuts on securities (computed, where applicable, pursuant to 15¢3-1(f)):
AL Contractual SECUrities COMMITMENITS. . .. ..ot e, .

B. Subordinated secunites borrowings. ...

C. Trading and investment sccuritics:
. Exempted securities. ...

]

LR BT T o 1D s 1 x-S
3 OPHOMS .t e e
A Oher SCCUTIIICS . oo e e el

D). Undie ConCentration. .. ..o s e e

B Other. BT

NNt Capital. . $208.857
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Todd Securities, L.L.C.

Schedule 1
Page 2
Computation of Net Capital Supporting Schedule

Financial and Operational Combined Uniform Single Report
Part I11

Broker or Dealer — Todd Securities, 1..1..C. as of December 31, 2006

Computation of Basic Net Capital Requirement

1. Minimum net capital required (6-2/3% of line 18)..............o § 4,790
12.  Minimum dollar net capital requirement of reporting broker or dealer. ... 5,000
13, Net capital requirement (greater of line 11 or 12). ... ... 5,000
14, Excess net capital (line 10 less 13).......... 203,857
15, Excess net capital of 1000% (line 10 less 10% of line 18).........ocooiiiiii i 201,672

Computation of Aggregate Indebtedness

16.  Total aggregate indebtedness liabilities. ... oo § 71,850
7. Add
A, Drafts for immediate credit. . ..o

B. Market value of securities borrowed for which no equivalent value is paid

Or Credited. . oo
C. Other unrecorded amoOUnts. ..o e
18, Total aggregate indebredness. ... $ 71,850

19, Percentage of aggregate indebiedness to net capital (line 18 divided by line 10)
(Schedule I, 34.4%
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Todd Securities, L.L.C.

)
Schedule I
Page 3
Computation of Net Capital Supporting Schedule
Allowable Nonallowable
Description Assets Assets Total
Cash and cash equivalents $181.476 S 0 $181,476
Commissions receivable 99 231 92,549 191,780

Receivable from Todd Consulung, Inc. 0 61,290 61,290
Prepaid expenses and other assets 0 20,699 20,699
$280.707 $174.538 $455,245

The accompanying note to supplementary schedule is an integral part of this schedule.
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) Todd Securities, L.L.C.

Note to Supplementary Schedule

For the Year Ended December 31, 2006

No material differences exist berween the audited Computation of Net Capital (Schedule I} and the
corresponding schedule included 1 the Company’s audited December 31, 2006, Form X-17A-5 Part IIA filing, as

amended.
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Grant Thomton %

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL

To the Member of
Todd Securities, L.1.C.:

In planning and performing our audit of the financial statements and supplemental schedule of Todd Securities,
L.L.C. for the year ended December 31, 2006, we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our opinion
on the financial statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have made a swudy of the
practces and procedures followed by the Company, including tests of such practices and procedures that we
considered relevant to the objectives stated in Rule 17a-5(g) in making the petiodic computations of aggregate
indebtedness and net capital under Rule 17a-3(a)(11) and for determining compliance with the exemptive
provisions of Rule 15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and procedures followed by the
Company in any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons

I

Recordation of differences required by Rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls and of the
practices and procedures referred to in the preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with reasonable, but not absolute, assurance
that assets for which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s authorization and recorded
properly to permit the preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the practices and procedures
listed in the preceding paragraph.

300 North Greene Street

Greensbaro, NC 27401

T 336.271.3900

F 336.271.3910

W www.grantthornton.com

| Gram Thornton LLP
' US member of Grant Thornton International
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Because of inherent limitations in internal control or the practices and procedures referred to above, error or
fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to
the tisk that they may become inadequate because of changes in conditions or that the effectiveness of their
design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that might be
material weakaesses under standards established by the American Insttute of Certified Public Accountants. A
material weakness is a condition in which the design or operation of the specific internal control components
does not reduce to a relatively low level the risk that error or fraud in amounts that would be material in relaton
to the financial statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. However, we noted no matters involving internal
control, including control activities for safeguarding securities, that we consider to be material weaknesses as
defined above.

We understand that practices and procedures that accomplish the objectives teferred to in the second paragraph
of this report are considered by the SEC to be adequate for its purposes in accordance with the Securities
Exchange Act of 1934 and related regulations, and that practices and procedures that do not accomplish such
objectives in all matedal respects indicate a matenal inadequacy for such purposes. Based on this understanding
and on our study, we believe that the Company’s practices and procedures were adequate at December 31, 2006,
to mect the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers and other regulatory agencies that rely on Rule 17a-5(g) under the
Securitics Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be
and should not be used by anyone other than these specified partes.

Charlotte, North Carolina
February 28, 2007




